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IMPROVEMENTS ON LEASED GROUND 


T times we arecalled upon to appraise property where the improvements are on leased 
Aeon We present this appraisal for study by those individuals and financial institu- 

tions which are reluctant or forbidden by rules or law to loan on property when the im- 
provements are built on leased land. It is my opinion that when the lease is properly drawn, 
the security offered by the improvements on leased ground is as sound as if the land were owned 
in fee simple by the owner of the improvements. We realize that in using the words ‘properly 
drawn” a multitude of sins are covered, such as length of lease, protective renewal options, 
rebuilding improvements in case of destruction, etc. 





The notes on the following appraisal concern such a property. A rather unusual lease on the 
ground is an important factor. In the following notes we have assigned fictitious names through- 
out. 


NOTES ON APPRAISAL 
NORTHEAST CORNER OF BRADFORD BOULEVARD 
AND TERRY ROAD 
SUBURBIA, MISSOURI 


This site is irregular in shape as shown by an attached sketch 
SITE which givesthe shapeand size, together with the various mea- 

surements of the site and improvements. The site contains 
22,500 square feet of area with both frontages at street grade. The rear, or east and north, 
lines are 4 feet below the front. There will be a driveway leading from Bradford Boulevard at 
the eastern extremity of the site, and a driveway from Terry Road at the northern extremity. 
The site will permit the self-parking of 10 cars at the rear of the improvements and 10 cars 
at the front facing Bradford Boulevard. In addition to this off-street parking, there is the usual 
curb parking. Bradford Boulevard is paved with concrete and is 80 feet wide, while Terry Road 
is paved with tarvia top macadam and is 60 feet wide. 


Bradford Boulevard is one of the most important east-and- 
LOCATION west traffic arteries, extending from Kent Road 1 mile to the 

west to downtown St. Louis, while Terry Road is one of two 
main traffic arteries leading northward from the Clayton business district 1 mile to the south. 
The building on this site is the first of its kind in the immediate area. The northwest corner of 
this intersection and the southeast corner are improved with major service stations, while 
the southwest corner is vacant and for sale at $2.00 per square foot. Both of the service sta- 
tions are new, thoroughly modern and attractive in design. Most of the immediate area has 
been developed in the last 5 years. To the north and west, the area is developed with above- 
average homes. To the south, the area is developing with above-average homes and apart- 
ments, while to the east, the area is developed with above-average apartment houses. Suburbia 
has the second highest standard of living in Greater St. Louis. 
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While this site is less than a mile from the northern edge of the Clayton buying center, one 
of the most important in the St. Louis area, we believe that with the limited amount of commer- 
cial zoning and the large amount of residential construction in the immediate vicinity, the 
construction of the subject improvements is justified. Besides the Clayton buying center, 
there is a small commercial development 5 blocks to the west. The buses stopping at this site 
offer mass transportation to downtown St. Louis. Further details concerning the location and 
site are given on our work sheet I. 


The improvements onthe subject site are now under construc- 
IMPROVEMENTS tion. This appraisal was made not only from plans and 

specifications, but also from an inspection of the work com- 
pleted. The building will consist of two stories anda 14' x 18' basement boiler room. The 
first floor contains 13 stores. Four of ihese stores have entrances off an .rcade which runs 
through the first floor in a south-to-north direction, with the arcade entrance on the Bradford 
Boulevard frontage. The building will have as its official address 8353 Bradford Boulevard. 
All exterior faces will be of buff brick with crab orchard stone facing for part of all store 
fronts. The fronts will be strictly modern with full-length plate glass doors. The windows of 
the second floor will be aluminum. There will be an artistic plate glass door for the entrance 
to the second floor and the arcade. The floors of the first floor will be asphalt tile laid over 
reinforced concrete, while the floor of the arcade will be of paneled terrazzo. The interior 
partitions will be of metal lath and plaster. Six of the stores are without toilets and will be 
expected to use the facilities on the second floor. The total rentable area of the stores is 
7,500 square feet. 


The second floor will contain 20 offices and two public toilet rooms. The entire roof is 
insulated. The interior partitions will be plaster over rock lath laid on wood studs. All of 
the flooring will be asphalt tile laid over wood, except in the toilet rooms, which will have tile 
floors and wainscot. All window stools are marble. The steel stairs leading to the arcade 
entrance have terrazzo treads and platform with marble risers. The heating plant will be hot 
water designed to burn oil or gas. The reason it is so designed is the uncertainty of when gas 
will be available for heating. The stores will be heated by unit heaters, while the second floor 
will be heated by means of warm air ducts which receive their heat from fans blowing over 
hot water coils. These forced air ducts were installed with the idea in mind that there may be 
a demand for summer air-conditioning the offices. With this in mind, there have been in- 
stalled air handling units with coils. The second floor of the building could be air-conditioned 
by the installation of the necessary compressors and equipmert. 


The roof of this building will be of tar and gravel laid over built-up felt, while the exterior 
metal work will be of copper. The second floor offices contain a total of 6, 598 square feet of 
rentable area. Further details of construction, together with the estimated reproduction cost 
new today, amounting to $180, 700 for the building, black top paved parking area, retaining 
walls and concrete walks. are given on our work sheet II. 


The subject improvements are built on leased ground. The 
LEASE sum and substance of the lease is that the site is leased for a 

period of 99 years with an option to renew for another 99 
years. The first 8 years of the lease call for an annual rent of $1, 800, the ninth year $1, 900, 
the tenth year $2,000, and each year thereafter $2,400. This rent is to be net, and it is further 
agreed by and between the lessors and lessees that the amount of money agreed to be paid as 
rent is to be payable on the value of the current U. S. money as determined by the indexes of 
the purchasing power of the dollar. This clause of the lease takes effect on January 1, 1953, 
and the index to be used is that of the United States Department of Labor issued by the Bureau 
of Labor Statistics, and now called “The Consumer Price Index.” Should this index be dis- 
continued or not available, then an index to be agreed upon between the lessors and the lessees 
will be used. 
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While this building is but 50% completed, 10 of the 13 stores 
TENANTS AND RENTS have been leased for periods of from 3 to 5 years, with 4 

stores with 5-year leases having options to renew at the same 
rent for another 5 years. We are not listing the names of the tenants or the square feet occu- 
pied, but are giving the businesses as follows: drug, delicatessen, beauty, barber, children’s 
clothes, bakery, hardware, cleaner, and grocer and meat market (two stores). 


A large insurance company has leased 8 of the 20 offices for a period of 10 years; 6 of the 
other offices have been leased for a 3-year period to a doctor, dentist, manufacturer’s agent, 
and oil company. 


The leases now in effect range from $2.83 to $3.25 for the store space, and the offices 
are $2.50 per square foot. There are negotiations under way now for leasing the remainder of 
the store and office space. 


It will be noticed that on our work sheet IV we have used an average annual level of rent for 
the estimated life of the building of $2.75 per square foot of store space, and $2.50 for the office 
space. While it is entirely possible that the rents for the next 5 years may be higher than our 
estimated rents, we believe that over a long period of time the average that we have used is a 
reasonable estimate. We have used a 90% occupancy for the stores and 75% for the offices. 
The reason we have used a 25% office vacancy is the history of high vacancy in offices in out- 
lying locations. 


The total annual gross rent which we have estimated for the stores is $20, 645, and for the 
offices, $16,495. Deducting the vacancy allowance, the estimate of the effective gross annual 
income is $30, 950. 


These estimates of future rents were based on comparison with past and estimates of future 
rents of similar property in comparable locations, 


As the improvements are on leased ground, we are consider - 
EXPENSES ing the ground rent as an expense, and have used the rent 

called for the eleventh year and each year thereafter. A 
premium is granted later in this report compensating for the lower rents during the first 10 
years. The average annual matured property expense is estimated as follows: 


Janitor $1, 600 
Utilities 1, 950 
Heating and ventilating .. 1, 980 
Management 
Operating expense $ 7, 130 


General building 

Tenant’s space 

Mechanical equipment. . . 
Maintenance and repair expense 


9, 550 
$15, 080 

















During the first 3 years, little expense will be necessary for maintenance and repair, 
and there will be taxes on the lot only until January 1, 1953. This saving should more than 
take up the slack, if any, in leasing the remainder of the store and office space. 


This property has been appraised only on the summation and 
APPRAISAL income basis, as there are no recent comparable sales. 


On our work sheet IV the estimated average annual property expense of $15, 080 is de- 
ducted from the estimated effective gross annual income of $30,950, leaving a remainder of 
$15,870, which is the estimated annual net return before interest and depreciation. This net 
return is all applicable to the improvements. We have estimated a remaining useful economic 
life for this building of 50 years, and therefore, the straight-line depreciation is 2% per year. 
We have figured a 7% return on the improvements. Therefore, a rate of 9%, which incluies the 
return on the improvements and depreciation, was used in processing the income. The sum of 
$15, 870, divided by .09, gives a quotient of $176,300. To this sum we have added the sum of 
$4,909, which is the saving in rents paid on the land for the next 10 years. This sum of $4, 900 
is arrived at as follows: 


$600 per year for 8 years, discounted at 3% (7.020 x 600). ........... . $4,220 
$500 received 8 years from the present time, discounted at 3°) (0.766 x 500). . 380 
$400 received 9 years from the present time, discounted at 3°, (0.744 x 400)... 300 

Total savings on lease for the first 10 years ..........., . . . $4,900 


This saving on the lease of $4,900, added to the quotient of $176, 300, gives a sum of 
$181, 200. 


While there are a number of factors still very favorable to the sale of real estate today, 
resulting in sellers’ being able to obtain a premium above what a property is worth we believe 
the market has about reached its peak and, therefore, are calling the value of 3181, 200 deter- 
mined by the income approach the Fair Market Value. For purposes of convenience we are 
calling this figure $181, 000. 


It will be noted on our work sheet II that the estimated reproduction cost new today is 
$180,700. No accrued depreciation was taken on work sheet III because of the fact that the 
building is new, well located and economically sound, in our opinion. If this figure of $180, 700 
is rounded off to $181, 000, it equals the value estimated by the income approach 


NOTE: For the sake of brevity some of the pertinent factors have been omitted in this 
Appraisal Bulletin. We have also omitted our appraisal work sheets and the sketch showing 
the outline of the site, the building and floor plans. 
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CHARLES R. McCOY, M“&Z1. 











